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EXECUTIVE SUMMARY

ES.1  Background and Methods

ES.1.1 Background and Purpose

The Balanced Budget Act of 1997 (BBA 97) (U.S. Congress, 1997) authorizes the Secretary
of the Department of Health and Human Services to implement up to five demonstration projects
of competitive bidding for Medicare Part B items and services, except physician services. On the
basis of this authority, the Health Care Financing Administration (HCFA) planned and
implemented the DMEPOS Competitive Bidding Demonstration to test the use of competitive
bidding to set prices for durable medical equipment (DME) and prosthetics, orthotics, and
supplies (POS). Bidding in the first demonstration site, Polk County, Florida, was conducted in
early 1999, and the resulting prices took effect on October 1, 1999.

BBA 97 also requires that the demonstrations be evaluated for their impact on Medicare
program payments, access, diversity of product selection, and quality. The purpose of this report
is to describe the results to date of the evaluation of the DMEPOS Competitive Bidding
Demonstration. We evaluate the impact of the demonstration on

e Medicare expenditures,

* beneficiary access to care,

e quality of care (including diversity of product selection),
e competitiveness of the market, and

e the reimbursement system.

This report focuses on the evaluation of the first demonstration site, Polk County, Florida.
We emphasize that the demonstration in Polk County will continue until September 30, 2002,
and our evaluation will continue throughout this period. This evaluation report covers the period
leading up to the demonstration and the first 9 of the 36 months that the demonstration prices will
be in effect. Although we have learned a number of lessons from the evaluation so far, we
caution that it is premature to make final conclusions about the long-term impact of the

demonstration on many of the evaluation issues.
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ES.1.2 Demonstration Overview

The Polk County DMEPOS Competitive Bidding Demonstration is scheduled to last for 3
years. It will have two rounds of bidding. The first round resulted in a fee schedule that will be
in effect for 2 years, and the fee schedule based on the second round of bidding will be in effect
for 1 year. Each of the five product categories included in the demonstration (oxygen supplies
and equipment, hospital beds and accessories, enteral nutrition, urological supplies, and surgical
dressings) is considered a separate competition, so suppliers are required to submit separate bids
for each product category in which they wish to compete.

Demonstration suppliers are selected using a four-stage bid evaluation process. First,
those bidders that meet the demonstration’s eligibility and quality standards are identified.
Second, a composite bid for each bidder is calculated from their bid submissions, and a cutoff
composite price is chosen. Only those bids that are at or below this cutoff will be considered for
further evaluation. In setting the cutoff, the supply capacity and geographic coverage provided by
the bidders are considered. Finally, references from referral agents (hospital discharge planners,
social workers, physician office staff, and home health workers who refer patients to DMEPOS
suppliers) are evaluated and on-site inspections are made to verify that the remaining bidders
meet general and product-specific quality and service requirements.

At the end of the bid evaluation process, multiple demonstration suppliers are selected in
each category. Demonstration suppliers are not guaranteed to receive a set number of Medicare
patients. These provisions of the demonstration are designed to promote competition between
demonstration suppliers for patients. This competition, it is hoped, will encourage suppliers to
maintain quality and service levels during the demonstration.

The new fee schedule is determined from the demonstration suppliers’ bids. The
demonstration suppliers will be reimbursed according to this new fee schedule, minus the 20
percent beneficiary copayment and any applicable deductibles.

Several transition policies cover beneficiary/supplier relationships that existed prior to the
demonstration. Beneficiaries may continue to receive oxygen supplies from their original
supplier, regardless of whether the supplier is a demonstration supplier. However, payments will
be made according to the new demonstration fee schedule. Those beneficiaries that have
preexisting rental agreements for enteral pumps and hospital beds may continue to use their
current supplier, and these suppliers will be paid the preexisting fees for the duration of the rental

period. If beneficiaries use a nondemonstration supplier of urological supplies or surgical
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dressings in error, then Medicare will cover the first 2 months of claims while the beneficiary
locates a new supplier.

The demonstration includes quality standards for demonstration suppliers, and these
standards exceed current standards. Also, HCFA designated an Ombudsman to receive, record,

and respond to complaints from beneficiaries, physicians, suppliers, and other interested parties.

ES.1.3 Methods and Data

This evaluation requires extensive descriptive and explanatory analyses to evaluate both
the effectiveness of the implementation process and the impact of the demonstration on
beneficiaries, providers, and the Medicare program. We are addressing the five evaluation areas
using several sources of qualitative and quantitative data. Data sources include site visits and
telephone discussions with key demonstration participants, focus groups, a review of
documentation, surveys of beneficiaries and providers, bid analysis, and claims analysis. For
many analyses, we are using an external comparison group composed of Medicare beneficiaries
from Brevard County, Florida. Brevard County was chosen as the comparison county because it
closely resembles Polk County in several key characteristics.

To date, we have conducted baseline surveys of Medicare beneficiaries in Polk and
Brevard Counties prior to the start of the demonstration; analyzed bidding results and estimated
potential reductions in Medicare allowed charges; and conducted a series of site visits to Polk
County where we interviewed beneficiaries, DME suppliers, referral agents who refer
beneficiaries to suppliers, and the demonstration Ombudsman. We also conducted a site visit to
Columbia, South Carolina, where we interviewed staff of Palmetto Government Benefits
Administrators (GBA), HCFA’s demonstration contractor. Later in the evaluation, we will conduct
follow-up surveys of beneficiaries and a survey of suppliers, analyze utilization claims and

expenditures data, and make additional site visits to Polk County.

ES.2  Medicare Expenditures

Medicare allowed charges equal the product of price times the volume of utilization,
summed across procedures. By comparing the demonstration prices to the Florida fee schedule
that would have been in effect in the absence of the demonstration, we can calculate the
demonstration’s impact on prices. We do not yet have sufficient claims data to estimate the
demonstration’s impact on utilization. However, if we assume that utilization remains constant,
we can estimate annual allowed charges. The key findings in this section are as follows:

e Demonstration prices are lower than the existing Florida fee schedule for most items in
every product category except surgical dressings. Demonstration prices are lower for
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all 15 oxygen items, 28 of 31 hospital beds and accessories items, 22 of 24 enteral
nutrition items, and 37 of 40 urological supplies. For surgical dressings, the
demonstration price was higher for 56 of 62 items.

e Assuming that utilization remains constant at 1998 levels, we estimate that the
demonstration will reduce annual allowed charges in Polk County by nearly $1.3
million, or about 17 percent. Medicare expenditures (defined as allowed charges less
copayments and deductibles) will fall by over $1 million annually, and beneficiary
payments will fall by over $250,000 annually.

e Estimated annual allowed charges will fall by 16.4 percent for oxygen supplies, 29.4
percent for hospital beds and accessories, 15.8 percent for enteral nutrition, and 18
percent for urological supplies. Estimated annual allowed charges for surgical
dressings will rise by 10.2 percent.

e The estimated increase in allowed charges for surgical dressings stems from the higher
prices for surgical dressings in the competitively bid fee schedule compared to the
Florida fee schedule. Our analysis suggests the higher prices were an unintended
consequence of the weighting mechanism used to calculate each supplier’s composite
bid. An alternative weighting mechanism based on volume is unlikely to have this
unexpected impact on bid prices and will be used in HCFA’s future bidding
competitions under the demonstration.

ES.3  Beneficiary Access

Access can be defined as beneficiaries’ ability to locate and use, without undue burden,
the services and products that are covered by the Medicare program. Competitive bidding
reduces the number of approved suppliers in Polk County. Approved suppliers could adapt to the
potential for increased market share by advertising, opening new locations to fill in geographic
gaps left by unapproved suppliers, or improving service, thereby increasing beneficiary access.
Or they may respond to lower prices by offering lower quality products, delaying routine
maintenance, or employing fewer service technicians and customer service representatives,
thereby increasing the need for service calls, extending waiting times, and decreasing access. It is
important to monitor the demonstration’s effect on beneficiary access to evaluate whether
competitive bidding affects beneficiaries’ ability to obtain needed products and services.

The key findings in this section are as follows:

* Results from the baseline beneficiary survey indicate that access to DMEPOS was very
good before the demonstration began.

e The demonstration design includes a number of features that promote beneficiary
access.

e Twelve of the 16 demonstration suppliers agreed to serve all of Polk County. Thus,
beneficiaries throughout the county can choose from a fairly wide selection of
providers.
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During the transition to demonstration prices, there were no substantial barriers to
access. This result is related to the transition policies for oxygen, hospital beds, and
enteral nutrition, as well as nondemonstration suppliers” willingness to accept
demonstration prices and continue serving their patients.

Through our latest site visits in May 2000, no systematic problems in beneficiary
access had materialized.

It is premature to evaluate the long-term effects of the demonstration on access.

ES.4  Quality and Product Selection

If competitive bidding results in pressure on profit margins, then suppliers may attempt to

restore profits by supplying less expensive and possibly lower quality products and services.

Lower quality may be manifested in a number of ways; for example, by offering lower-quality

products, postponing preventive maintenance, delaying service calls, limiting product selection,

or reducing inventory to the point that time needed to fill orders is increased. Consequently, our

approach has been to evaluate the potential effect of the demonstration on the quality of products

and services by obtaining information directly from Medicare beneficiaries, beneficiary

organizations, referral agents, and suppliers.

The key findings in this section are as follows:

Results from the baseline beneficiary survey indicate that the quality of services and
equipment that beneficiaries received prior to the demonstration was very good.

The demonstration design includes a number of features that promote quality.

There have been no systematic reports of substantial changes in the quality of services
or equipment provided to beneficiaries under the demonstration. A few referral agents
tried more than one demonstration supplier before finding a supplier they were
satisfied with, but this appears to have been a transitory problem. If referral agents
were not satisfied with the initial demonstration supplier, they switched to another
demonstration supplier that provided satisfactory service and quality.

Many of the demonstration suppliers report that they underbid on urological supplies.
This resulted in a demonstration reimbursement schedule that sometimes does not
cover the cost of purchasing certain items.

We have observed no changes in product selection in the oxygen, hospital beds, and
enteral nutrition product categories. Product selection may have improved in the
surgical dressings category. The effects of the demonstration on product selection in
the urological supplies category are unclear at this time.

It is premature to evaluate the long-term effects of the demonstration on quality and
product selection.
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ES.5 Competitiveness of the Market

The process of selecting winners may substantially reduce the number of suppliers that

serve the Polk County market. In order for the second round of bidding to be successful, there

must be a sufficient number of bidders left in the market to induce competitive bids. Suppliers are

also keenly interested in the demonstration’s impact on competition. To evaluate the impact of

the demonstration on the competitiveness of the market, we analyzed the size and number of

suppliers serving Polk County prior to the demonstration, the size and number of bidding

suppliers, bidding strategies, and strategies of winning bidders. We also examined industry

changes such as acquisitions and bankruptcies that have occurred since the demonstration

started. Finally, we interviewed suppliers about their experience with and concerns about the

demonstration to date.

The key findings in this section are as follows:

A total of 30 suppliers submitted bids in at least one of the product categories. Sixteen
suppliers, both large and small firms, were selected as winners. The most common
winning strategy was to vary the percentage discount across most procedures in a
product category.

Few suppliers adopted a bidding strategy that lowered prices for all items by the same
percentage, relative to the existing fee schedules. Instead, most bidders cut prices for
individual items by varying percentages. Indirectly, this result suggests that relative
prices for DMEPOS are not accurately reflected in the existing Florida fee schedule.

A nondemonstration supplier has acquired two demonstration suppliers. It is unclear
whether these acquisitions are directly related to the demonstration. Demonstration
suppliers were concerned about the ability of nondemonstration suppliers to obtain
demonstration status through acquisitions.

The parent companies of one nondemonstration supplier and one demonstration
supplier have filed for bankruptcy. Another demonstration supplier has also filed for
bankruptcy protection. These events do not appear to be directly related to the
demonstration, and the suppliers continue to supply the demonstration site.

Increases in volume for demonstration suppliers were less than suppliers expected,
partially because expectations may have been too high, and partially because many
nondemonstration suppliers chose to continue serving existing patients under the
demonstration’s transition policies. HCFA should stress in future demonstrations that
volume is not guaranteed and present information on volume effects for demonstration
suppliers based on the Polk County experience.

Our analysis in the access and quality sections of the evaluation suggests that
demonstration suppliers will still need to compete on the basis of service and quality
to attract new patients. Referral agents select suppliers on the basis of these
characteristics. Some referral agents have tried new suppliers as a result of the
demonstration; if the initial demonstration supplier did not provide satisfactory service
and quality, the referral agents switched to another demonstration supplier.
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e Demonstration suppliers were concerned about nondemonstration suppliers serving as
brokers by continuing to take referrals from referral agents and then referring the
patients to a demonstration supplier of their choosing. This practice, while not in
violation of the demonstration rules, may not be positive for beneficiaries and has
been addressed by the Ombudsman.

e Demonstration suppliers were concerned about demonstration suppliers using
nondemonstration suppliers as subcontractors. While subcontracting is permitted
under the rules of the demonstration, it does not appear to be a common practice.
The level of subcontracting has been limited in the next demonstration site.

ES.6  Reimbursement System

In the first year of the evaluation, we have devoted considerable effort to understanding
and documenting the process of developing the competitive bidding reimbursement system. We
considered such issues as stakeholder education, bid solicitation, evaluation of bids, claims
processing, and supplier monitoring. Detailed documentation of the process will assist HCFA in
replicating the demonstration as well as determining what aspects of the demonstration were most
successful and what improvements might be made.

The key findings in this section are as follows:

e Competitive bidding can be successfully implemented.

e HCFA and its contractor exerted major efforts to educate beneficiaries, suppliers, and
referral agents about the demonstration.

e The information included about the demonstration in the Request for Bids (RFB) and
Bidders Conference was useful to suppliers.

e The bid evaluation process did not simply focus on price; supplier capacity and
quality were carefully considered during this process. The demonstration contractor
has proposed methods for streamlining the bid evaluation process.

e Demonstration claims are being processed smoothly.

e The presence of an on-site Ombudsman has greatly facilitated implementation of the
demonstration.

ES.7 Summary and Conclusions

Based on 9 months of operation, the DMEPOS Competitive Bidding Demonstration shows
promise in meeting its objectives. Competitive bidding has lowered the prices paid by Medicare.
Because we do not yet have data on utilization, we cannot definitively conclude that total
DMEPOS allowed charges (the product of price times utilization) will fall. However, if utilization
remains constant, we estimate that Medicare allowed charges for demonstration products will fall

by nearly $1.3 million annually, a reduction of 17 percent.
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The demonstration has also shown that HCFA can design, implement, and operate a
reimbursement system that uses competitive bidding. HCFA was able to notify stakeholders about
the demonstration and provide educational materials to interested parties. HCFA was also able to
solicit and evaluate bids and select demonstration suppliers. The administrative claims system
was modified to incorporate competitive bidding, and demonstration claims are being processed
smoothly. Aided by the presence of an on-site Ombudsman, HCFA appears to be monitoring the
demonstration successfully.

However, important evaluation issues remain unresolved. Because the demonstration is
still relatively new, it is not yet possible to evaluate the full effects of the demonstration on
beneficiary access, quality and product selection, and competitiveness of the market. To date, we
have not observed a systematic impact of the demonstration on beneficiary access or quality and
product selection. It is premature to evaluate whether the demonstration will have negative or
positive impacts on access and quality in the long run. Based on our experience to date, quality
problems are most likely to occur in the urological supplies product category, and we will
monitor that product category carefully. It is also premature to evaluate whether the
demonstration will have long-run impacts on market competitiveness in Polk County. In the short
run, the demonstration attracted numerous bidders, and demonstration suppliers appear to be
competing on the basis of quality and service to attract and maintain patients. However, the
long-run effects on competition will only become apparent after a year or more’s experience with
the demonstration.

Given these unresolved issues, it is premature to declare that competitive bidding is either
an appropriate or an inappropriate reimbursement mechanism for DMEPOS. Our evaluation will
continue throughout the duration of the demonstration in Polk County, and we will collect
extensive information on the demonstration’s impact over time. We will also evaluate the impact
of competitive bidding in San Antonio, Texas, which was recently announced as the second
demonstration site. We will issue the Year 2 Annual Evaluation Report and Report to Congress
1 year from now, and the Final Evaluation Report and Report to Congress after the demonstration

concludes.
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SECTION 1
BACKGROUND AND METHODS

1.1 Purpose

The Balanced Budget Act of 1997 (BBA 97) (U.S. Congress, 1997) authorizes the Secretary
of the Department of Health and Human Services to implement up to five demonstration projects
of competitive bidding for Medicare Part B items and services, except physician services. At least
one of these demonstration projects must include oxygen and oxygen services. On the basis of
this authority, the Health Care Financing Administration (HCFA) planned and implemented the
DMEPOS Competitive Bidding Demonstration to test the use of competitive bidding to set prices
for durable medical equipment (DME) and prosthetics, orthotics, and supplies (POS). Bidding in
the first demonstration site, Polk County, Florida, was conducted in early 1999, and the resulting
prices took effect on October 1, 1999.

BBA 97 also requires that the demonstrations be evaluated for their impact on Medicare
program payments, access, diversity of product selection, and quality. The purpose of this report
is to describe the results to date of the evaluation of the DMEPOS Competitive Bidding
Demonstration. We evaluate the impact of the demonstration on

e Medicare expenditures,

e beneficiary access to care,

e quality of care (including diversity of product selection),
e competitiveness of the market, and

e the reimbursement system.

This report focuses on the evaluation of the first demonstration site, Polk County, Florida.
Three counties in the San Antonio, Texas metropolitan statistical area (MSA) have been selected
for a second site for the DMEPOS Competitive Bidding Demonstration, and the bidding process
has begun; however, it is too early to report evaluation results for the San Antonio demonstration
site. We emphasize that the demonstration in Polk County will continue until September 30,
2002, and our evaluation will continue throughout this period. This evaluation report covers the
period leading up to the demonstration and the first 9 of the 36 months that the demonstration
prices will be in effect. Although we have learned a number of lessons from the evaluation so far,

it is premature to make final conclusions about the long-term impact of the demonstration on
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many of the evaluation issues. We will repeat this caution throughout our report, as we identify
evaluation activities that will continue for the duration of the demonstration.

In the remainder of this section, we provide an overview of the key features of the
demonstration design; provide a brief history of the demonstration to date; and discuss links
between the major evaluation issues, our evaluation approach, and the methods and data we use
to perform the evaluation. Sections 2 through 6 describe the evaluation results for Medicare
expenditures, access, quality, competitiveness of the market, and the reimbursement system,
respectively. In each of these sections, we present results, identify unresolved issues, and discuss
ongoing evaluation activities. In Section 7, we summarize the key conclusions across evaluation

areas and make policy recommendations on the basis of these conclusions.

1.2 Demonstration Overview

The Polk County DMEPOS Competitive Bidding Demonstration is scheduled to last for 3
years (see Table 1-1). It will have two rounds of bidding. The first round resulted in a fee
schedule that will be in effect for 2 years, and the second round fee schedule based on the
bidding will be in effect for 1 year. Each of the five product categories included in the
demonstration (oxygen supplies and equipment, hospital beds and accessories, enteral nutrition,
urological supplies, and surgical dressings) is considered a separate competition, so suppliers are
required to submit separate bids for each product category in which they wish to compete.

Demonstration suppliers are selected using a four-stage bid evaluation process. First,
those bidders that meet the demonstration’s eligibility and quality standards are identified.
Second, a composite bid for each bidder is calculated from their bid submissions, and a cutoff
composite price is chosen. Only those bids that are at or below this cutoff will be considered for
further evaluation. In setting the cutoff, the supply capacity and geographic coverage provided by
the bidders are considered. Finally, references from referral agents (hospital discharge planners,
social workers, physician office staff, and home health workers who refer patients to DMEPOS
suppliers) are evaluated and on-site inspections are made to verify that the remaining bidders
meet general and product-specific quality and service requirements.

At the end of the bid evaluation process, multiple demonstration suppliers are selected in
each category. Demonstration suppliers are not guaranteed to receive a set number of Medicare
patients. These provisions of the demonstration are designed to promote competition between
demonstration suppliers for patients. This competition, it is hoped, will encourage suppliers to

maintain quality and service levels during the demonstration.
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Table 1-1. Demonstration Timeline: Polk County, Florida Site

Demonstration Event Date

BBA 97 Passed August 5, 1997

Site Announcement May 29, 1998
Request for Bids February 11, 1999
Bidders Conference February 23, 1999
Bid Submission Deadline March 29, 1999

Bid Evaluation March 29-July 12, 1999
Winners Announced August 13, 1999
Supplier Directory Distributed September 13, 1999
New Prices Take Effect October 1, 1999
Second Round of Bidding April 2001

Second Round Prices Take Effect October 1, 2001
Demonstration Ends September 30, 2002

The new fee schedule is determined from the demonstration suppliers’ bids. The
demonstration suppliers will be reimbursed according to this new fee schedule, minus the 20
percent beneficiary copayment and any applicable deductibles.

Several transition policies cover beneficiary/supplier relationships that existed prior to the
demonstration. Beneficiaries may continue to receive oxygen supplies from their original
supplier, regardless of whether the supplier is a demonstration supplier. However, payments will
be made according to the new demonstration fee schedule. Those beneficiaries that have
preexisting rental agreements for enteral pumps and hospital beds may continue to use their
current supplier, and these suppliers will be paid the preexisting fees for the duration of the rental
period. If beneficiaries use a nondemonstration supplier of urological supplies or surgical
dressings in error, then Medicare will cover the first 2 months of claims while the beneficiary
locates a new supplier.

Special policies cover reimbursement for demonstration products that are covered by Part
B when Medicare beneficiaries reside in skilled nursing facilities (SNFs). SNFs are allowed to
continue existing relationships with nondemonstration suppliers, but payments are made on the
basis of the demonstration fee schedule. In order to implement these policies, SNFs were asked
to provide information about their DME suppliers.

The demonstration includes quality standards for demonstration suppliers, and these

standards exceed those set under the National Supplier Clearinghouse program. Also, HCFA
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designated an Ombudsman to receive, record, and respond to complaints from beneficiaries,
physicians, suppliers, and other interested parties. Palmetto Government Benefits Administrators
(Palmetto GBA) is implementing the demonstration under contract and in collaboration with

HCFA.
1.3  History of the Demonstration

1.3.1 Planning Stages

HCFA has long been interested in using competitive bidding to set Medicare fee
schedules. Developmental work on competitive bidding demonstrations for clinical laboratory
services and DME began in the mid-1980s. However, because of a congressional funding
moratorium, the projects were not implemented at that time. HCFA resumed work on the clinical
laboratory and DME competitive bidding demonstrations in 1995.

Interest in competitive bidding has intensified in recent years as continued growth in
Medicare spending has forced HCFA, the President, and Congress to seek additional innovative
means to control program spending. This interest culminated in provisions addressing
competitive bidding in the BBA 97. BBA 97 authorizes the Secretary of Health and Human
Services to conduct up to five demonstration projects of competitive bidding for Part B items and
services, except physician services. The key demonstration provisions, presented in Section 4319
of the BBA 97, are as follows:

e The Secretary will implement up to five demonstration projects under which
competitive acquisition areas will be established for contract award purposes.

e Each demonstration shall be conducted in not more than three competitive acquisition
areas.

e Competitive acquisition areas shall be all or part of an MSA. Criteria for selecting
competitive acquisition areas include availability and accessibility of services and
probability of savings from the demonstration.

e To receive a contract, providers must meet quality standards.

e The amount to be paid under a contract must be less than what would have been paid
in the absence of a contract.

e The number of providers awarded contracts may be limited to the number needed to
meet projected demand.

e The demonstrations shall be evaluated for their impact on Medicare program
payments, access, diversity of product selection, and quality.

e A demonstration project may be expanded if the project reduces federal spending and
does not reduce program access, diversity of product selection, or quality.
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e The demonstration may include any Part B service except physician services. At least
one demonstration project will include oxygen and oxygen equipment.

* The demonstrations—which will be operated over a 3-year period—must be
completed by December 31, 2002.

1.3.2 Site Announcement

On May 29, 1998, Polk County, Florida—an MSA that includes the cities of Lakeland and
Winter Haven—was announced as the first site for the DMEPOS Competitive Bidding
Demonstration. Polk County was selected because it has a relatively small population but a large
proportion of Medicare beneficiaries, high expenditures for DMEPOS per beneficiary, and a large
number of suppliers servicing the area. In 1997, 4,500 beneficiaries received about $6.6 million
in Medicare reimbursement for the products included in the demonstration. Nationally, Medicare
paid about $3 billion for the items included in the demonstration. The following DMEPOS
product groups were included in the demonstration:

e oxygen supplies and equipment,
e hospital beds and accessories,

e enteral nutrition,

e urological supplies, and

e surgical dressings.

1.3.3 Request for Bids

On February 11, 1999, HCFA sent a Request for Bids (RFB) to every supplier that had
submitted claims to Medicare during the previous year for items included in the demonstration
and for beneficiaries residing in the demonstration area. HCFA also published notices of the
demonstration in national trade journals and in Commerce Business Daily, a publication that lists

upcoming government procurements.

1.3.4 Lawsuit

Medi-Health Care Inc., C&C Homecare, and Florida Association of Medical Equipment
Dealers (collectively “FAMED”) filed an injunction against the commissioner of the Social
Security Administration on February 4, 1999. FAMED alleged that, in developing the competitive
demonstration project, HCFA had violated the Federal Advisory Committee Act (FACA), which
ensures public access and participation in advisory committee meetings and makes available to

the public any documentation from the meeting. HCFA had convened a National Technical
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Expert Panel (NTEP) to gather feedback regarding the design of the competitive bidding project
and to enhance communication with interested members of the public. The panel met three
times and was not expected to, and did not, issue a report. FAMED claimed that they were
unable to participate in the NTEP because they did not receive proper notice. Had they been able
to participate, they would have hoped to influence the structure of the demonstration and afford
themselves a better chance to bid successfully. FAMED asked that HCFA be prevented from using
any of the recommendations from the NTEP and that the demonstration project be delayed until
the FACA requirements were met. However, the case was dismissed, and the United States Court
of Appeals, Eleventh Circuit, denied FAMED’s appeal on November 9, 1999 (194 F.3d 1227),
stating that FAMED was only able to allege speculative damages and a tenuous causal connection
of damages to the alleged violations. The lawsuit may have caused uncertainty among suppliers
about whether the demonstration would proceed as scheduled. Ultimately, however, the lawsuit

did not delay the demonstration.

1.3.5 Bidding Conference and Bidding

HCFA held a Bidders Conference in Lakeland, Florida, on February 23, 1999, to describe
the bidding process, explain the operational policies of the demonstration, share information on
bidding strategies, and answer questions from prospective bidders. Prospective bidders were also
given an opportunity to submit follow-up questions to HCFA after the conference. About 100

persons attended the Bidders Conference.

1.3.6 Selection of Winners

Bids were due on March 29, 1999. Thirty different suppliers submitted a total of 73 bids
across five different product categories. The demonstration contractor, Palmetto GBA, and HCFA
reviewed these bids for both quality and value. They selected 16 suppliers, each to provide
products in at least one product category, for participation in the demonstration. Results of the
bidding, including the preliminary number of suppliers in each category and estimated savings,
were announced in July 1999. HCFA released a final list of demonstration suppliers in August
1999 (Table 1-2), after reviewing appeals and obtaining signed contracts from suppliers. The
demonstration Supplier Directory, which provides each demonstration supplier’s contact
information and service area, was distributed in September 1999.

Based on the bids of the demonstration suppliers, new reimbursement rates were
established for each product category included in the demonstration. The new rates went into

effect on October 1, 1999.
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Table 1-2. Demonstration Suppliers by Product Category

Hospital
Oxygen Beds and Enteral Urological Surgical
Supplier Supplies  Accessories  Nutrition Supplies Dressings
American Home Patient X X X
Comprehensive Health Care X X X X X
Encore Respiratory, Inc. X
Global Medical, Inc. X
Health Care Diagnostics X
Home Care Medical Services X
Home Care Supply X
Housecall Medical Equipment X X
Jernigan Healthcare X X
Med-Services Network
Medi-Healthcare X X X X
Medical Technology Solutions
Medline Healthcare X X
Respitek Medical Services
Sun Factors, Inc. X X X
VNA Homecare, Inc.
Total Number of Suppliers 13 10 7 5 4

1.3.7 Future Events

The second round of bidding for Polk County, Florida is scheduled to take place in April
2001, with the new prices going into effect on October 1, 2001. The Polk County demonstration
will end on September 30, 2002.

In March 2000, HCFA announced that the second DMEPQOS demonstration site will be
San Antonio, Texas. This demonstration will cover

e oxygen supplies,

¢ manual wheelchairs,

e hospital beds,

e non-customized orthotics, and

e nebulizer inhalation drugs.
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According to a HCFA news release, San Antonio was selected for the demonstration “because it
has enough beneficiaries and suppliers to create the potential for significant savings”
(<www.hcfa.gov/ord/dmepr300.htm>). San Antonio has approximately 112,000 Medicare
beneficiaries in the three county area included in the demonstration. In 1998, Medicare paid an
average of $287 per area beneficiary for medical equipment and supplies. Between 15 and 48
suppliers provided significant services to Medicare beneficiaries in each of the five product areas
included in the demonstration. Bidding in San Antonio occurred in the spring of 2000, with new

prices scheduled to take effect in February 2001.

1.4  Evaluation Methods and Data

This section describes the methods and data we are using to evaluate the five major
evaluation areas (Medicare expenditures, access, quality, competitiveness of the market, and the
reimbursement system). This evaluation requires extensive descriptive and explanatory analyses
to evaluate both the effectiveness of the implementation process and the impact of the
demonstration on beneficiaries, providers, and the Medicare program. We address the five
evaluation areas using several sources of qualitative and quantitative data. Data sources include
site visits and telephone discussions with key demonstration participants, focus groups, a review
of documentation, surveys of beneficiaries and providers, bid analysis, and claims analysis.

For many analyses, we are using an external comparison group composed of Medicare
beneficiaries from Brevard County, Florida. Brevard County was chosen as the comparison
county because it closely resembles Polk County in several key characteristics:

e location in Florida

e asingle-county MSA

e number of Medicare beneficiaries
e number of DME suppliers

* managed care penetration

Our primary focus in the evaluation is on Medicare, Medicare beneficiaries, and Medicare
suppliers. It is possible that the demonstration will affect non-Medicare beneficiaries or payers.
When those effects are clearly evident, we will report them, but such effects will not be a major
focus of our evaluation. Below, we discuss our approach for evaluating the five major evaluation

areas.
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1.4.1 Medicare Expenditures

Our evaluation of Medicare expenditures focuses on price, utilization, and overall
expenditures (the product of price and utilization). The evaluation is addressing the following
primary questions:

e Does competitive bidding reduce the price Medicare pays for DMEPOS?
e Does utilization of DMEPOS rise, fall, or remain the same?
* Do overall Medicare expenditures for DMEPOS fall?

Question 1 is critical to the overall evaluation of the demonstration project because
proponents of competitive bidding expect that competitive bidding will reduce prices relative to
the current Medicare fee schedule. If this expectation is proven incorrect, much of the motivation
for using competitive bidding for DMEPOS will be lost. Conceptually, competitive bidding will
have a good chance of reducing Medicare fees if current fees are higher than supplier costs.

In the primary analysis of price, we compare the new price schedule generated by competitive
bidding to the DMEPOS fee schedule that would otherwise hold in Florida. For secondary
analyses, we will also compare the new fee schedule to the prices paid by the Veterans
Administration (VA) for demonstration products.

For Question 2, the probable effects of competitive bidding on utilization are less clear,
because utilization is determined by the interplay between the demand for and the supply of
DMEPOS. To the extent that lower Medicare prices reduce beneficiary out-of-pocket costs,
beneficiaries will tend to increase the quantity demanded. Conversely, suppliers tend to reduce
the quantity supplied when prices fall, at least according to standard economic theory. On the
other hand, the theory of supplier-induced demand suggests that suppliers will try to exploit their
informational advantages to induce demand if they suddenly face lower prices. Although many
economists have criticized the theoretical underpinnings of supplier-induced demand, some
economists and many other researchers find this theory intuitively appealing. It is not clear to
what extent, if any, DMEPOS suppliers can induce demand. The demonstration is also designed
to weed out fraudulent suppliers, which could by itself reduce utilization. Of course, all of these
conjectures about utilization could be rendered moot by the nature of DMEPOS: to the extent
that the demand for DMEPOS is driven by medical necessity, rather than price, there may be
relatively little effect on utilization. In the analysis of utilization, we will use Medicare National
Claims History (NCH) data to compare utilization in the Polk County demonstration site to a

comparison group of Medicare patients in Brevard County.
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For Question 3, the overall effect of competitive bidding for DMEPOS on utilization
depends on competitive bidding’s effect on both price and utilization. If price falls and utilization
either falls or remains the same, Medicare expenditures will definitely fall. If price falls and
utilization rises, the overall effect on expenditures will depend on the relative magnitudes of the
two changes. If the percentage reduction in price is larger than the percentage increase in
utilization, overall expenditures will fall. Proponents of competitive bidding expect that price
reductions will dominate, but this expectation must be tested empirically. Data from the price
and utilization analyses will be combined to evaluate the overall effect of the demonstration on
Medicare expenditures.

Table 1-3 summarizes the analyses to be performed. In the table, “pre-intervention” and
“post-intervention” refer to data for the periods before and after the demonstration fee schedule
took effect on October 1, 1999. Results of the analyses will be presented in Annual Evaluation
Reports; the last column of the table indicates the report in which results are expected to be

presented.

1.4.2 Beneficiary Access

Beneficiary access to and quality of DMEPOS services are interrelated, and both may
change in response to competitive bidding. The impact of competitive bidding on access and
quality is potentially very complex. The purpose of the evaluation is to determine which
outcomes occur and assess their implications for beneficiaries and suppliers.

From a conceptual standpoint, the demonstration’s effects on access and quality are not
clear. The competitive bidding rules have reduced the number of approved suppliers providing
DME to Medicare beneficiaries in Polk County. Further, if demand for services is constant
(because, for example, there is no change in beneficiary health status and DME technology),
competitive bidding will almost certainly reduce the total revenue available to suppliers and shift
the remaining revenue to fewer suppliers. Thus, we would expect some suppliers who do not bid
or whose bids are not accepted to be driven out of the local market. Approved suppliers might
experience increased profits from increased volume and share of total revenue or decreased
profits from smaller profit margins. Approved suppliers could adapt to the potential for increased
market share by advertising, opening new locations to fill in the geographic gaps left by suppliers
who are not approved, and improving service, thereby increasing beneficiary access.
Alternatively, they might retain their initial configuration and marketing behavior and attempt to

restore profit margins by offering lower-quality products, delaying routine maintenance, or
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Table 1-3. Evaluation Approach: Medicare Expenditures

Pre- Post- Comparison  Evaluation
Issue Method Data Source Intervention Intervention Site Report®
Price Comparative analysis Bids; old and new fee schedules; VA fees v v 1,3
Quantity Claims analysis National Claims History v v v 2-3
Total expenditures Claims analysis National Claims History v v v 2-3

* Report 1: First Annual Evaluation Report. Report 2: Second Annual Evaluation Report. Report 3: Final Evaluation Report.



employing fewer mechanics and customer service representatives, thereby increasing the need for
service calls, extending the waiting time for service, and decreasing access and quality. At the
same time, the demonstration also includes measures to maintain access and quality.

The evaluation addresses the following principal access question: Does competitive
bidding reduce the ability of beneficiaries to receive the DMEPOS services they need, when they
need them? We are performing several analyses to address this question. First, we have
examined whether the number of DME suppliers decreases in the demonstration site. Second, we
are collecting and analyzing data on perceived access from beneficiaries, suppliers, and referral
agents. Third, as claims data become available, we will examine realized access by testing
whether utilization changes in the demonstration site. Finally, we will test whether beneficiary
out-of-pocket expenses are affected by the demonstration. Table 1-4 summarizes the analyses to

be performed.

1.4.3 Quality and Product Selection

If competitive bidding results in pressure on profit margins (an empirical question to be
determined as part of the evaluation), then suppliers may attempt to restore profits by lowering
quality and therefore their cost of goods and services. Lower quality may be manifested in many
ways: for example, by offering lower-quality products, postponing preventive maintenance,
delaying service calls, or reducing inventory to the point that time needed to fill orders increases,
or even, at the extreme, committing fraud and abuse. On the other hand, demonstration suppliers
will still have to compete among themselves to attract new patients, giving suppliers incentives to
maintain quality and offer a wide product selection. In addition, quality was one of the criteria
used to select demonstration suppliers.

Our analysis of demonstration effects on quality uses both the beneficiary and the supplier
as the unit of analysis. Beneficiary-level and supplier-level analyses will be based on both
qualitative and quantitative data.

The evaluation addresses the following principal quality questions:

e Does the demonstration reduce, maintain, or increase the quality of equipment
provided to beneficiaries?

e Does the demonstration reduce, maintain, or increase the quality of service provided
to beneficiaries?

* Does the demonstration reduce the product selection offered to beneficiaries?
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Table 1-4. Evaluation Approach: Beneficiary Access

Pre- Post- Comparison  Evaluation
Issue Method Data Source Intervention Intervention Site Report*

Number of suppliers Claims analysis National Claims History v v v 2-3
Beneficiary perceptions Survey of users Beneficiaries v v v 1,2
Referral agent perceptions  Focus groups Physicians and referral agents v 1,2
Supplier perceptions Focus groups Suppliers v 1,2

Survey Suppliers v v 2
Realized access Claims analysis National Claims History, v v v 2-3

beneficiary surveys

Site visit Ombudsman v 1-3

Out-of-pocket expenses Claims analysis National Claims History, v v v 2-3

Durable Medical Equipment
Regional Carrier

* Report 1: First Annual Evaluation Report. Report 2: Second Annual Evaluation Report.

Report 3: Final Evaluation Report.



To answer these questions, we will analyze

e beneficiary assessments of quality,

e supplier assessments of quality,

e referral agent assessments of quality,
e product selection, and

e fraud and abuse data.

These analyses are summarized in Table 1-5.

1.4.4 Competitiveness of the Market

The process of selecting winners may substantially reduce the number of suppliers that
serve the Polk County market. This has important implications for the health of the DMEPOS
market in Florida. A sufficient number of bidders must be left in the market for both quality and
price competition benefits to be realized in the future. Obviously, reductions in the number of
suppliers also have special relevance to suppliers. Thus, the analysis of industry competitiveness
is an important component of the evaluation of the feasibility of competitive bidding. Our
analysis focuses on the following questions:

e Does competitive bidding significantly reduce the number of suppliers serving the
market?

e Are small businesses differentially affected by the demonstration?

e Do winning bidders significantly increase market share?
e Has the demonstration adversely impacted future competition in the market?

To address these issues, we use econometric analysis where appropriate; however, some
questions related to competition can only be addressed in a case-study approach. We are
conducting a comprehensive qualitative and quantitative evaluation using pre- and post-
intervention claims data, data collected from a supplier survey, data collected in focus groups of
referral agents and suppliers conducted during site visits, and discussions with other payers of
DMEPOS.

These data will allow us to characterize the supplier market in both the pre- and post-
intervention periods and evaluate what changes have occurred in the local market. Specifically,
we will make pre- and post-intervention comparisons of several measures of market competition,
including

e the number of suppliers providing each product category;

e the number of suppliers who are local or from beyond the market;
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Table 1-5. Evaluation Approach: Quality and Product Selection

Pre- Post- Comparison  Evaluation
Issue Method Data Source Intervention Intervention Site Report®

Beneficiary perceptions Survey of users Beneficiaries v v v 1,2
Supplier perceptions Survey Suppliers v 2

Focus groups Suppliers v 1,2
Referral agent perceptions Focus groups Physicians and referral agents v 1,2
Complaints Report of complaints ~ Ombudsman reports v 1-3
Product selection Qualitative Supplier product lists v v v 2

Focus groups Suppliers v 1,2

Survey Suppliers v v 2
Fraud through denied claims  Claims analysis, Durable Medical Equipment v 2-3

interviews

Regional Carrier

* Report 1: First Annual Evaluation Report. Report 2: Second Annual Evaluation Report. Report 3: Final Evaluation Report.



e the share of demonstration DMEPOS of the suppliers’ total business;

e the Herfindahl Index, a measure of market concentration, for each product category;
and

¢ relative market shares of small, medium, and large suppliers by product category.

We are also analyzing the reasons behind changes in these variables by evaluating the following
in both the first and second round of bidding:

e entry and exit decisions for the Polk County market;

¢ bid decisions;

e the effect of winning the contract; and

e financial status by product type and supplier size, origin, and breadth of products.

The key industry competitiveness analyses are summarized in Table 1-6.

1.4.5 Reimbursement System

Our evaluation of the reimbursement system focuses on the process of the competitive
bidding demonstration itself, rather than on the outcomes (i.e., cost savings, access, and quality)
covered in other task areas. The process of the demonstration is a major focus of the evaluation
because one of the objectives of the government’s policy is to achieve a fair and administratively
feasible reimbursement system. Information is being solicited from beneficiaries, suppliers,
physicians, referral sources, and government officials to determine whether the demonstration
does, in fact, meet this government objective.

Five areas (or phases) are being covered under the evaluation of the reimbursement
system: publicity and solicitation, management of the bidding process, selection of winners,
administration and monitoring, and public education. Methods used to evaluate the
reimbursement system include site visits, key informant interviews, focus groups, surveys, and
review of documentation. The following general evaluation questions will be addressed:

e What parts of the process worked? What did not work?

e What problems or barriers were encountered during implementation? How were they
resolved?

e What were facilitating factors? Why?
e How can the competitive bidding system be improved in subsequent years?

Table 1-7 summarizes the methods and data sources we are using.
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Table 1-6. Evaluation Approach: Competitiveness of the Market

Pre- Post- Comparison  Evaluation
Issue Method Data Source Intervention Intervention Site Report®
Market concentration Herfindahl Index Claims v v v 2-3
Number of bidders per round  Bid analysis Bids v 1,3
Supplier strategies Site visits Suppliers v 1,3
Supplier perceptions Survey, site visits Suppliers 4 1,2,3
Cost structure Survey, bid analysis Suppliers, bids v 1,2,3

* Report 1: First Annual Evaluation Report. Report 2: Second Annual Evaluation Report. Report 3: Final Evaluation Report.
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Table 1-7. Evaluation Approach: Reimbursement System

Pre- Post- Comparison  Evaluation
Issue Method Data Source Intervention Intervention Site Report®
Reimbursement system Survey, site visits Suppliers v 1,2
Focus groups Physicians and referral agents v 1,2
Site visit Durable Medical Equipment Regional v 1
Carrier
Site visit Ombudsman v 1-3

* Report 1: First Annual Evaluation Report. Report 2: Second Annual Evaluation Report. Report 3:

Final Evaluation Report.



1.4.6 Data Collection Methods

The major data collection and analysis methods we are using in the evaluation are
surveys, qualitative studies, and claims data and statistical analysis. Below, we discuss the major
survey and qualitative data collection activities during the first year of the evaluation. The data
analysis component of this project will involve evaluating National Claims History (NCH) and
enrollment data; this component will begin 1 year after the demonstration fee schedule goes into

effect.

1.4.7 Baseline Beneficiary Surveys

We fielded two beneficiary surveys: one for oxygen users and another very similar survey
for other medical equipment users (hospital beds, enteral nutrition, urological supplies, and
surgical dressings). Among the demonstration product categories, oxygen accounts for the
majority of beneficiaries and Medicare expenditures. We used the same survey for all other
equipment categories to provide enough observations for statistical analysis. The research
questions that were addressed by the surveys focused on access, quality, and product selection.
The initial beneficiary surveys were conducted from March through June 1999. We mailed
surveys to 2,895 beneficiaries: 1,600 oxygen users and 1,295 medical equipment users. The
overall response rate to the two surveys (excluding ineligible and deceased individuals) was 74
percent. The response rate for the oxygen survey was 82 percent, while the response rate for the
medical equipment survey was 63 percent. The follow-up beneficiary surveys will be fielded
during the fall of 2000, 1 year after the demonstration prices took effect. The data collection plan
for the initial surveys is described in Appendix B; a similar design is being used for the follow-up
surveys.

In addition to the follow-up beneficiary surveys, we will also conduct a survey of DME

suppliers in the fall of 2000. Suppliers in both Polk and Brevard Counties will be surveyed.

1.4.8 Qualitative Studies

The qualitative studies for this project include site visits, focus groups, review of written
materials, and telephone conversations with individuals involved in the demonstration, such as
beneficiaries, physicians, suppliers, the demonstration contractor, and others. The main
objectives of these qualitative studies are to gain an in-depth understanding of the effect the
demonstration is having on beneficiaries, referral agents, and suppliers and to observe and

monitor all aspects of the demonstration in a person-to-person environment.



Prior to the Polk County site visits, we contacted individuals to ask if they would be
willing to participate in an interview. We briefly explained the purpose of the site visit and
described the topics that we would discuss during the interview. We also explained that their
participation was confidential and that we would not reveal their identity to HCFA or to any other
third party.

We conducted four site visits to Polk County in the first year of the evaluation. The first
site visit took place after bidding had occurred but before winners were announced. During the
first visit, we interviewed both suppliers who bid and suppliers who did not bid, focusing on the
bidding process and reasons for bidding or not bidding. We spoke with seven suppliers and the
Ombudsman during the visit; we interviewed an eighth supplier by telephone shortly thereafter.

The second visit took place 2 months after the demonstration prices took effect. We
interviewed beneficiaries and representatives of beneficiary groups, suppliers, referral agents, and
the demonstration Ombudsman. The interviews with beneficiaries and referral agents focused on
transition issues and the initial perceptions of the demonstration. The objective of the supplier
interviews was to describe implementation of the demonstration from the supplier perspective,
identify supplier planning and actions between the time winners were announced and new prices
took effect, and evaluate the early effects of the demonstration on suppliers. We spoke with four
suppliers, 13 referral agents and beneficiary groups, and the Ombudsman during this visit.

During the third site visit, which took place 6 months after the demonstration prices took
effect, we conducted separate focus groups with demonstration suppliers and referral agents. The
supplier focus group discussed implementation issues, product selection, service levels,
beneficiary access, and business activity. The referral agent focus group discussed access and
quality. Seven demonstration suppliers participated in the supplier focus group, and seven
referral agents participated in the referral agent focus group. We also met separately with a
nondemonstration supplier and the Ombudsman during this visit.

The fourth site visit took place 8 months after the demonstration prices took effect. During
this visit, we met with demonstration suppliers in the urological supplies product category to
discuss issues of access, quality, product selection, and pricing. We met with three of the
demonstration urological suppliers and conducted telephone interviews with the remaining two
demonstration suppliers in this product category.

In addition to the four Polk County site visits, we conducted one site visit to Palmetto
GBA, the demonstration contractor, in Columbia, South Carolina. This site visit took place 2
months after the demonstration prices took effect. During the visit, we discussed publicity and

education efforts, bid evaluation, claims processing changes, and other implementation issues. In
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addition to conducting the demonstration, Palmetto GBA is the Durable Medical Equipment
Regional Carrier (DMERC) for Region C, which includes Florida. In this role, Palmetto GBA is
one of the four DMERCs that process Medicare DMEPOS claims.
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SECTION 2
MEDICARE EXPENDITURES

2.1 Expenditures

In this section, we estimate the demonstration’s impact on Medicare allowed charges and
expenditures. Medicare allowed charges equal the product of price times the volume of
utilization, summed across procedures. By comparing the demonstration prices to the Florida fee
schedule that would have been in effect in the absence of the demonstration, we can calculate
the demonstration’s impact on prices. We do not yet have sufficient claims data to estimate the
demonstration’s impact on utilization. However, if we assume that utilization remains constant,
we can estimate the effect of the demonstration on annual allowed charges. Estimated allowed
charges can then be divided into Medicare expenditures (80 percent of allowed charges) and
beneficiary copayments (20 percent of allowed charges).

We begin this section by comparing demonstration prices to the prices that would have
been in effect under the Florida fee schedule. Using this comparison, we estimate reductions in
allowed charges for the demonstration, under the assumption that utilization is constant. We then
divide the reduction in allowed charges between reductions in Medicare payments and
reductions in beneficiary copayments.

In interpreting the results of this estimation, several issues arose regarding the weighting
mechanism used in Polk County to calculate composite prices and to set prices for individual
procedures. In Appendix A, we examine these issues in detail and show that an alternative
weighting mechanism based on volume may be desirable. HCFA plans to use the volume
weighting mechanism in the second demonstration site. We conclude this section by discussing
future analyses of utilization and Medicare expenditures.

The key findings in this section are as follows:

e Demonstration prices are lower than the existing Florida fee schedule for most items in
every product category except surgical dressings. Demonstration prices are lower for
all 15 oxygen items, 28 of 31 hospital beds and accessories items, 22 of 24 enteral
nutrition items, and 37 of 40 urological supplies. For surgical dressings, the
demonstration price was higher for 56 of 62 items.

e Assuming that utilization remains constant at 1998 levels, we estimate that the
demonstration will reduce annual allowed charges in Polk County by nearly $1.3
million, or about 17 percent. Medicare expenditures (defined as allowed charges less
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copayments and deductibles) will fall by over $1 million annually, and beneficiary
payments will fall by over $250,000 annually.

Estimated annual allowed charges will fall by 16.4 percent for oxygen supplies, 29.4
percent for hospital beds and accessories, 15.8 percent for enteral nutrition, and 18
percent for urological supplies. Estimated annual allowed charges for surgical
dressings will rise by 10.2 percent.

The estimated increase in allowed charges for surgical dressings stems from the higher
prices for surgical dressings in the competitively bid fee schedule compared to the
Florida fee schedule. Our analysis suggests the higher prices were an unintended
consequence of the weighting mechanism used to calculate each supplier’s composite
bid. An alternative weighting mechanism based on volume is unlikely to have this
unexpected impact on bid prices, and will be used in HCFA’s future bidding
competitions under the demonstration.

Prices

After winners had been selected, the demonstration fee schedule for individual procedures

was derived based on the cutoff composite bid and winning suppliers’ bids for the procedure, as

follows. First, a supplier ratio was calculated by dividing the cutoff composite bid by the

supplier’s composite bid for each winning supplier. Note that the ratio is greater than or equal to

one because the cutoff composite bid is the highest acceptable bid. Next, an adjusted bid was

calculated by multiplying the supplier’s bid for each product times the supplier ratio. Finally, the

prices for each product were derived by averaging the adjusted bids over all winning suppliers.

On average, the demonstration fee schedule allowances are greater than bid prices because the

supplier ratios exceed one.

Table 2-1 compares the composite price based on the demonstration prices to the

composite price based on the Florida fee schedule that would have been in effect in the absence

Table 2-1. Difference in Composite Prices Based on Demonstration Prices and the Florida Fee

Schedule
Hospital
Oxygen Beds and Enteral Urological Surgical
Supplies  Accessories  Nutrition Supplies Dressings
Composite Prices:
Demonstration Fee Schedule 161.75 90.72 62.59 8.86 13.82
Florida Fee Schedule 195.99 129.26 86.02 11.07 15.80
Percentage Reduction: 17.5% 29.8% 27.2% 20.0% 12.6%

Demonstration Fees vs. Florida
Fee Schedule
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of the demonstration. The composite price for the demonstration is lower in each product
category. The demonstration composite price is 17.5 percent lower for oxygen supplies, 29.8
percent lower for hospital beds and accessories, 27.2 percent lower for enteral nutrition, 20
percent lower for urological supplies, and 12.6 percent lower for surgical dressings.

Tables 2-2 through 2-6 compare the demonstration fee schedule to the Florida fee
schedule that would have been in effect in the absence of the demonstration. Demonstration fees
are lower than the Florida fee schedule for all 15 oxygen items (Table 2-2). Demonstration prices
are also lower for 28 of 31 hospital beds and accessory items (Table 2-3), 22 of 24 enteral
nutrition items (Table 2-4), and 37 of 40 urological supplies (Table 2-5). For surgical dressings,
the demonstration price was higher than the Florida fee schedule for 56 of 62 items (Table 2-6).

The percentage change in the demonstration price versus the fee schedule is displayed for
individual procedures in Figures 2-1 through 2-5. Procedure codes come from the HCFA
Common Procedure Coding System (HCPCS). Changes in the demonstration price for each
product in the oxygen category are graphed in Figure 2-1. As noted above, the demonstration
prices for all items in the oxygen category are lower than the fee schedule prices. The largest
discounts are for stationary and portable oxygen contents (HCPCS codes E0441 through E0444),
which range from about 17 percent to 33 percent. The discounts on the remaining rental items
varied from 6 percent to about 17 percent.

Changes in the demonstration price for each product in the hospital beds and accessories
category are graphed in Figure 2-2. The demonstration prices are discounted for all items with
the exception of bed cradles for rental or purchase (HCPCS codes E0280NU, E0280RR, and
E0280UE), which rose about 8 to 9 percent. The biggest discounts of 33 percent to 35 percent
were obtained for full length hospital bed side rails (HCPCS codes EO310NU, E0310RR, and
EO310UE). Discounts for other items ranged from about 10 percent to 30 percent.

Changes in the demonstration price for each product in the enteral nutrition category are
graphed in Figure 2-3. The demonstration prices are discounted for all items with the exception
of one type of used IV pole (HCPCS code EO776UEXA), which rose over 75 percent, and category
VI enteral formulae (HCPCS code B4156), which rose less than 10 percent. Discounts of 25
percent to 40 percent were obtained for enteral nutrition fusion pumps with and without alarms
(HCPCS codes B9OOONU, B9OOORR, B9OOOUE, B9002NU, B9002RR, and B9002UE), and a rental
rate for an IV pole (EO776RRXA) fell by over 50 percent. Discounts for other items ranged from
about 5 percent to 25 percent.

Changes in the demonstration price for each product in the urological supplies category

are graphed in Figure 2-4. The demonstration prices are discounted for all items with the
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Table 2-2. Oxygen

Code

Description

Demonstration
Maximum
Allowance

Florida Fee
Schedule

E0424RR

EO431RR

EO0434RR

EO439RR

E0441

E0442

£E0443

E0444

ET400RR

ET401RR

ET402RR

ET403RR

ET404RR

ET405RR

E1406RR

Stationary compressed gaseous oxygen system, rental;
includes contents (per unit), regulator, flowmeter,
humidifier, nebulizer, cannula mask, and tubing; 1 unit =
500 cubic ft.

Portable gaseous oxygen system, rental; includes
regulator, flowmeter, humidifier, cannula or mask, and
tubing

Portable liquid oxygen system, rental; includes portable
container, supply reservoir, humidifier, flowmeter, refill
adapter, contents gauge, cannula or mask, and tubing

Stationary liquid oxygen system, rental; includes use of
reservoir, contents (per unit), regulator, flowmeter,
humidifier, nebulizer, cannula or mask, and tubing; 1 unit
=10 Ibs.

Oxygen contents, gaseous, per unit (for use with owned
gaseous stationary systems or when both a stationary and
portable gaseous system are owned; 1 unit = 50 cubic ft.)

Oxygen contents, liquid, per unit (for use with owned
liquid stationary systems or when both a stationary and
portable liquid system are owned; 1 unit = 10 Ibs.)

Portable oxygen contents, gaseous, per unit (for use only
with portable gaseous systems when no stationary gas or
liquid system is used; 1 unit =5 cubic ft.)

Portable oxygen contents, liquid, per unit (for use only
with portable liquid systems when no stationary gas or
liquid system is used; 1 unit =1 Ib.)

Oxygen concentrator, manufacturer specified maximum
flow rate does not exceed 2 liters per minute, at 85
percent or greater concentration

Oxygen concentrator, manufacturer specified maximum
flow rate greater than 2 liters per minute, does not exceed
3 liters per minute, at 85 percent or greater concentration

Oxygen concentrator, manufacturer specified maximum
flow rate greater than 3 liters per minute, does not exceed
4 liters per minute, at 85 percent or greater concentration

Oxygen concentrator, manufacturer specified maximum
flow rate greater than 4 liters per minute, does not exceed
5 liters per minute, at 85 percent or greater concentration

Oxygen concentrator, manufacturer specified maximum
flow rate greater than 5 liters per minute, at 85 percent or
greater concentration

Oxygen and water vapor enriching system with heated
delivery

Oxygen and water vapor enriching system without heated
delivery

$181.59

$33.44

$33.63

$184.01

$93.95

$98.37

$14.05

$15.20

$175.33

$175.33

$174.30

$174.30

$176.22

$225.40

$210.23

$213.11

$35.97

$35.97

$213.11

$138.53

$138.53

$18.20

$18.20

$213.11

$213.11

$213.11

$213.11

$213.11

$245.39

$231.93
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Table 2-3. Hospital Beds and Accessories

Demonstration

Maximum Florida Fee

Code Description Allowance Schedule

E0250RR Hospital bed, fixed height, with any type side rails, with $62.58 $93.25
mattress

EO251RR Hospital bed, fixed height, with any type side rails, $53.13 $70.66
without mattress

EO255RR Hospital bed, variable height (hi-lo), with any type side $72.01 $107.10
rails, with mattress

E0256RR Hospital bed, variable height (hi-lo), with any type side $59.94 $75.24
rails, without mattress

E0260RR Hospital bed, semi-electric (head and foot adjustment), $95.66 $136.14
with any type side rails, with mattress

E0261RR Hospital bed, semi-electric (head and foot adjustment), $85.07 $111.03
with any type side rails, without mattress

E0265RR Hospital bed, total electric (head, foot and height $106.44 $162.06
adjustment), with any type side rails, with mattress

E0266RR Hospital bed, total electric (head, foot and height $97.89 $143.98
adjustment), with any type side rails, without mattress

E0271NU Mattress, innerspring $131.80 $180.01

E0271RR Mattress, innerspring $13.18 $18.70

E0271UE Mattress, innerspring $98.85 $140.63

E0272NU Mattress, foam rubber $135.66 $182.15

E0272RR Mattress, foam rubber $13.57 $18.22

E0272UE Mattress, foam rubber $101.75 $136.61

E0280NU Bed cradle, any type $38.16 $35.29

EO280RR Bed cradle, any type $3.82 $3.55

E0280UE Bed cradle, any type $28.62 $26.47

E0290RR Hospital bed, fixed height, without side rails, with mattress $53.85 $71.29

E0291RR Hospital bed, fixed height, without side rails, without $45.03 $51.79

mattress
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Table 2-3. Hospital Beds and Accessories (continued)

Demonstration

Maximum Florida Fee

Code Description Allowance Schedule

E0292RR Hospital bed, variable height (hi-lo), without side rails, $59.88 $75.40
with mattress

E0293RR Hospital bed, variable height (hi-lo), without side rails, $53.18 $64.20
without mattress

E0294RR Hospital bed, semi-electric (head and foot adjustment), $83.74 $105.93
without side rails, with mattress

E0295RR Hospital bed, semi-electric (head and foot adjustment), $80.04 $103.25
without side rails, without mattress

E0296RR Hospital bed, total electric (head, foot, and height $95.04 $133.13
adjustment) without side rails, with mattress

E0297RR Hospital bed, total electric (head, foot, and height $87.30 $114.05
adjustment), without side rails, without mattress

EO305RR Bed side rails, half length $10.74 $14.42

EO310NU Bed side rails, full length $114.08 $175.41

EO310RR Bed side rails, full length $11.41 $18.45

EO310UE Bed side rails, full length $85.56 $131.55

EO910RR Trapeze bars, a/k/a patient helper, attached to bed, with $15.89 $19.07
grab bar

EO940RR Trapeze bar, free standing, complete with grab bar $24.17 $29.39

2-6



Table 2-4. Enteral Nutrition

Demonstration

Maximum Florida Fee
Code Description Allowance Schedule
B4034 Enteral feeding supply kit; syringe, per day $4.55 $5.60
B4035 Enteral feeding supply kit; pump fed, per day $7.98 $10.67
B4036 Enteral feeding supply kit; gravity fed, per day $5.45 $7.31
B4081 Nasogastric tubing with stylet $15.27 $19.78
B4082 Nasogastric tubing without stylet $11.81 $14.73
B4083 Stomach tube-levine type $1.95 $2.25
B4084 Gastrostomy/jejunostomy tubing $15.12 $16.52
B4085 Gastrostomy tube, silicone with sliding ring, each $32.64 $37.48
B4150 Enteral formulae; category I: semi-synthetic intact $0.56 $0.61
protein/protein isolates, 100 calories = 1 unit
B4151 Enteral formulae; category I: natural intact protein/protein $1.26 $1.43
isolates, 100 calories = 1 unit
B4152 Enteral formulae; category Il: intact protein/protein isolates $0.45 $0.51
(calorically dense), 100 calories = 1 unit
B4153 Enteral formulae; category lI: hydrolized protein/amino $1.57 $1.74
acids; 100 calories = 1 unit
B4154 Enteral formulae; category 1V: defined formula for special $1.05 $1.12
metabolic need, 100 calories = 1 unit
B4155 Enteral formulae; category V: modular components $0.81 $0.87
(protein, carbohydrates, fat), 100 calories = 1 unit
B4156 Enteral formulae; category VI: standardized nutrients, 100 $1.27 $1.24
calories = 1 unit
B90OONU Enteral nutrition infusion pump; without alarm $695.62 $1,121.97
B90OORR Enteral nutrition infusion pump; without alarm $69.56 $103.10
B900OOUE Enteral nutrition infusion pump; without alarm $521.72 $841.47
B9002NU Enteral nutrition infusion pump; with alarm $793.65 $1,121.97
B9002RR Enteral nutrition infusion pump; with alarm $79.36 $108.66
B9002UE Enteral nutrition infusion pump; with alarm $595.24 $841.47
E0776NUXA IV pole $70.73 $93.30
EO776RRXA IV pole $7.07 $23.62
EO776UEXA IV pole $53.05 $29.15
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Table 2-5. Urological Supplies

Demonstration
Maximum Florida Fee
Code Description Allowance Schedule
A4310 Insertion tray without drainage bag and without catheter $5.30 $6.26
(accessories only)
A4311 Insertion tray without drainage bag with indwelling $9.52 $12.04
catheter, Foley type, two-way latex with coating (teflon,
silicone, silicone elastomer, or hydrophilic, etc.)
A4312 Insertion tray without drainage bag with indwelling $13.71 $17.20
catheter, Foley type, two-way, all silicone
A4313 Insertion tray without drainage bag with indwelling $12.14 $15.02
catheter, Foley type, three-way, for continuous irrigation
A4314 Insertion tray with drainage bag with indwelling catheter, $17.20 $20.50
Foley type, two-way latex with coating (teflon, silicone,
silicone elastomer, or hyrophilic, etc.)
A4315 Insertion tray with drainage bag with indwelling catheter, $17.62 $21.39
Foley type, two-way, all silicone
A4316 Insertion tray with drainage bag with indwelling catheter, $20.15 $23.03
Foley type, three-way, for continuous irrigation
A4320 Irrigation tray with bulb or piston syringe, any purpose $4.16 $5.08
A4321 Therapeutic agent for urinary catheter irrigation $5.81 $1.00
A4322 Irrigation syringe, bulb, or piston, each $1.97 $2.69
A4323 Sterile saline irrigation solution, 1000 ml. $6.05 $7.68
A4326 Male external catheter specialty type (e.g., inflatable, $8.38 $10.29
faceplate, etc.) each
A4327 Female external urinary collection device: metal cup, each $34.91 $40.32
A4328 Female external urinary collection device: pouch, each $7.64 $9.40
A4338 Indwelling catheter; Foley type; two-way latex with $8.49 $11.70
coating (teflon, silicone, silicone elastomer, or hydrophilic,
etc.), each
A4340 Indwelling catheter; specialty type (coude, mushroom, $22.78 $30.28
wing, etc.), each
A4344 Indwelling catheter; Foley type; two-way all silicone, each $12.44 $15.28
A4346 Indwelling catheter; Foley type, three-way for continuous $13.37 $18.69
irrigation, each
A4351 Intermittent urinary catheter; straight tip, each $1.41 $1.73
A4352 Intermittent urinary catheter; coude (curved) tip, each $4.20 $5.20
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Table 2-5. Urological Supplies (continued)

Demonstration

Maximum Florida Fee
Code Description Allowance Schedule
A4353 Intermittent urinary catheter; with insertion supplies $5.23 $6.66
A4354 Insertion tray with drainage bag but without catheter $7.99 $9.56
A4355 Irrigation tubing set for continuous bladder irrigation $5.75 $7.23
through a three-way indwelling Foley catheter, each
A4356 External urethral clamp or compression device (not to be $35.54 $43.52
used for catheter clamp), each
A4357 Bedside drainage bag, day or night, with or without anti- $7.55 $9.25
reflux device, with or without tube, each
A4358 Urinary leg bag; vinyl, with or without tube, each $5.02 $6.33
A4359 Urinary suspensory without leg bag, each $19.92 $27.67
A5102 Bedside drainage bottle with or without tubing, rigid or $18.28 $21.53
expandable, each
A5105 Urinary suspensory; with leg bag, with or without tube $26.07 $33.05
A5112 Urinary leg bag; latex $26.04 $33.02
A5113 Leg strap; latex, replacement only, per set $3.91 $4.48
A5114 Leg strap; foam or fabric, replacement only, per set $5.98 $7.69
A6265 Tape, all types, per 18 sq. in. $0.12 $0.12
K0280 Extension drainage tubing, any type, any length, with $3.00 $3.04
connector/adaptor; for use with urinary leg bag or
urostomy pouch, each
K0281 Lubricant, individual sterile packet, for insertion of urinary $0.12 $0.12
catheter, each
K0407 Urinary catheter anchoring device, adhesive skin $1.86 $2.10
attachment
K0408 Urinary catheter anchoring device, leg strap $4.14 $4.71
K0409 Sterile water irrigation solution, 1,000 ml. $5.32 $6.04
K0410 Male external catheter, with adhesive coating, each $1.79 $2.07
K0411 Male external catheter, with adhesive strip, each $1.43 $1.72
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Table 2-6. Surgical Dressings

Demonstration

Maximum Florida Fee

Code Description Allowance Schedule

A4460 Elastic bandage, per roll (e.g., compression bandage) $1.38 $0.97

A4462 Abdominal dressing holder/binder, each $4.19 $3.13

A6154 Wound pouch, each $17.31 $13.29

A6196 Alginate dressing, wound cover, pad size 16 sq. in. or less, $7.47 $7.01
each dressing

A6197 Alginate dressing, wound cover, pad size more than 16 sq. $15.88 $15.68
in. but less than or equal to 48 sq. in., each dressing

A6199 Alginate dressing, wound filler, per 6 inches $6.73 $5.04

A6203 Composite dressing, pad size 16 sq. in. or less, with any $4.21 $3.19
size adhesive border, each dressing

A6204 Composite dressing, pad size more than 16 sq. in. but less $7.07 $5.94
than or equal to 48 sq. in., with any size adhesive border,
each dressing

A6207 Contact layer, more than 16 sq. in. but less than or equal $8.62 $7.00
to 48 sq. in., each dressing

A6209 Foam dressing, wound cover, pad size 16 sq. In. or less, $8.03 $7.14
without adhesive border, each dressing

A6210 Foam dressing, wound cover, pad size more than 16 sq. $17.97 $19.00
in. but less than or equal to 48 sq. in., without adhesive
border, each dressing

A6211 Foam dressing, wound cover, pad size more than 48 sq. $25.87 $28.01
in., without adhesive border, each dressing

A6212 Foam dressing, wound cover, pad size 16 sq. in. or less, $8.96 $9.25
with any size adhesive border, each dressing

A6213 Foam dressing, wound cover, pad size more than 16 sq. $14.53 $9.82
in. but less than or equal to 48 sq. in., with any size
adhesice border, each dressing

A6214 Foam dressing, wound cover, pad size more than 48 sq. $17.65 $9.82
in., with any size adhesive border, each dressing

A6216 Gauze, non-impregnated, non-sterile, pad size 16 sq. in. $0.07 $0.05
or less, without adhesive border, each dressing

A6219 Gauze, non-impregnated, pad size 16 sq. in. or less, with $1.40 $0.91
any size adhesive border, each dressing

A6220 Gauze, non-impregnated, pad size more than 16 sq. in. $3.12 $2.46

but less than or equal to 48 sg. in., with any size adhesive
border, each dressing
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Table 2-6. Surgical Dressings (continued)

Demonstration

Maximum Florida Fee

Code Description Allowance Schedule

A6222 Gauze, impregnated, other than water or normal saline, $2.88 $2.03
pad size 16 sq. in. or less, without adhesive border, each
dressing

A6223 Gauze, impregnated, other than water or normal saline, $2.92 $2.30
pad size more than 16 sq. in. but less than or equal to 48
sq. in., without adhesive border, each dressing

A6224 Gauze, impregnated, other than water or normal saline, $4.22 $3.44
pad size more than 48 sq. in., without adhesive border,
each dressing

A6229 Gauze, impregnated, water or normal saline, pad size $4.30 $3.44
more than 16 sqg. in. but less than or equal to 48 sq. in.,
without adhesive border, each dressing

A6234 Hydrocolloid dressing, wound cover, pad size 16 sq. in. or $7.84 $6.24
less, without adhesive border, each dressing

A6235 Hydrocolloid dressing, wound cover, pad size more than $16.58 $16.05
16 sq. in. but less than or equal to 48 sq. in., without
adhesive border, each dressing

A6236 Hydrocolloid dressing, wound cover, pad size more than $29.34 $25.99
48 sq. in., without adhesive border, each dressing

A6237 Hydrocolloid dressing, wound cover, pad size 16 sq. in. or $9.41 $7.54
less, with any size adhesive border, each dressing

A6238 Hydrocolloid dressing, wound cover, pad size more than $27.71 $21.74
16 sg. in. but less than or equal to 48 sq. in., with any size
adhesive dressing, each dressing

A6240 Hydrocolloid dressing, wound filler, paste, per fluid ounce $12.83 $11.68

A6241 Hydrocolloid dressing, wound filler, dry form, per gram $3.17 $2.45

A6242 Hydrogel dressing, wound cover, pad size 16 sq. in. or $6.06 $5.79
less, without adhesive border, each dressing

A6243 Hydrogel dressing, wound cover, pad size more than 16 $11.18 $11.75
sq. in. but less than or equal to 48 sq. in., without
adhesive border, each dressing

A6244 Hydrogel dressing, wound cover, pad size more than 48 $28.36 $37.46
sq. in., without adhesive border, each dressing

A6245 Hydrogel dressing, wound cover, pad size 16 sq. in. or $8.46 $6.93

less, with any size adhesive border, each dressing
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Table 2-6. Surgical Dressing